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EXECUTIVE SUMMARY 
 
 
The Town of Middletown (the Town) established an interest-free hardship employee loan program (loan 
program) to extend loans to Town of Middletown employees with personal hardships, to be repaid via 
payroll deductions over the course of five years.    
 
Loans to employees are paid with Town General Administration funds, which include commingled State 
and local monies.  Because local and State monies are not separately tracked within this fund, we are 
unable to conclude as to the source of funding (State versus local).  
 
All 31 individuals receiving loans under the program are repaying loans in accordance with the terms of 
the signed loan agreements. 
 
The Town is not administering the loan program in accordance with its own policies for the approval and 
disbursement of funds.  In addition, formal documentation is not maintained for a majority of the loan 
agreements to indicate the reason for the loans, determination of loan amounts, or approval of the loans. 
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ALLEGATION AND BACKGROUND 
 
ALLEGATION 
 
The Office of Auditor of Accounts (AOA) received a complaint regarding the Town of Middletown.  The 
allegation states that: 

• The Town is providing interest-free hardship loans to municipal employees from public funds. 
• The Town may be misusing public funds to administer the loan program. 

 
BACKGROUND 
 
The loan program commenced in August 2003, and was initiated by Town Mayor, Kenneth L. Branner, 
Jr.  The program was established to extend loans to Town of Middletown employees with personal 
hardships, to be repaid via payroll deductions over the course of five years.    
 
The loans are given at the discretion of the Mayor, and are approved through an informal meeting process 
with the Mayor, during which the reason for the loan, the loan amount requested, and the repayment terms 
are discussed.    The Mayor then provides the loan information to the Town Clerk, who drafts the loan 
agreement.  The formal loan agreements are signed by the employee, Mayor, and Town Clerk and are 
then notarized.  The signed agreement is maintained in the respective employee’s personnel file. 
 
The loan agreement contains a provision for termination that allows the Town to apply any compensation 
owed to the employee at the date of termination to the outstanding balance of the loan.  If the outstanding 
balance is greater than the compensation owed, the employee is required to pay back the loan in full. 
 
Loans to employees are paid with Town General Administration funds, which include commingled State 
and local monies.  Because local and State monies are not separately tracked within this fund, we are 
unable to conclude as to the source of funding (State versus local).  We did note, however, that local tax 
revenues for the Town far exceed the total value of the loans extended through the loan program. 
 



 

 -2- 

 

OBJECTIVES, SCOPE, & METHODOLOGY 
 
OBJECTIVES 
 
The objectives of this investigation were to determine: 

• Whether the loan program violates any State, local, or tax laws and regulations. 
• Whether the loans under the loan program were extended and repaid in accordance with town 

policies and terms of the loan agreements.  In addition, to ensure that loans were extended with 
appropriate sources of funding. 

• Whether loans extended under the loan program were made to authorized individuals (i.e. loans 
were made to employees only and not to Town Council members or the Mayor) and were 
properly approved prior to disbursement. 

 
SCOPE 
 
The scope of this investigation was the time frame covered by the employee loan program (August 2003 
to present).  This investigation reviewed all loans extended under the program since its inception. 
 
METHODOLOGY 

 
The techniques used in this investigation included:  

• Interviews and inquiry 
• Inspection and confirmation of documentation 

 
The investigation consisted of the following procedures:  

• Determine whether written policies regarding the loan program exist. 
• Determine whether recipients of loans are employees of the Town (ensuring that no loans were 

made to Town Council members or the Mayor). 
• Determine whether the source of funding was appropriate. 
• Determine whether payments received on employee loans are being made in accordance with the 

loan agreements. 
• Determine whether the Town includes the amounts related to the loan program in its annual 

Budget. 
• Determine whether the employee loan program violates any State, local, and/or tax laws and 

regulations. 
 
 
 
 
 
 



 

   -3-

CONCLUSIONS 
 

The following is a summary of the audit observations and conclusions: 
 

• The Town is not administering the loan program in accordance with their policy. 
 
• There is no evidence of the effective date of the policy, which was written in June 2006.  In 

addition, the individual responsible for drafting loans was not aware of when the policy was 
written or when it went into effect. 

 
• There is no formal approval process in place regarding the granting of loans.  Approval of the 

loans is solely at the discretion of the Mayor.   
 
• We noted that the Town is not in compliance with their own policy regarding signatures on 

the loan agreement forms.  In addition, we noted that the required signatures on the 
agreement do not indicate approval/authorization.  The Mayor is the only individual granting 
the approval/authorization for loans.  As a result, the loan agreements not signed by the 
Mayor do not have formal evidence of the Mayor's approval of the loan.  

 
• Under the Employee Loan Program, 31 employees were extended loans, for a total loan 

amount of $254,110. 
 
• Loans in the amount of $13,000 were extended to the Town Clerk, with no reason provided 

for the loan. 
 
• Loans in the amount of $11,350 were extended to the Mayor’s son, with no reason provided 

for the loan. 
 
• Loans are paid with Town General Administration funds, which include commingled State 

and local monies.  Because local and State monies are not separately tracked within this fund, 
we were unable to conclude as to the source of funding (State versus local). 

 
• Loans were being repaid in accordance with the terms of the signed loan agreements and 

town policy.  Based on the monthly payments in the agreements, all loans will be satisfied 
within the five year period. 

 
• The Town does not include amounts relating to the loan program in their annual budget. 
 
• There is no documented limit on the loan amount that the Mayor may approve for an 

individual employee. 
 
• There is no documentation of the criteria for what constitutes a hardship that qualifies an 

employee to receive a loan through the program. 
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CONCLUSIONS 
 

We noted the following as a result of our review of the documentation of loans to the 31 
individuals granted loans under the loan program: 

 
 

Loan agreements not signed by Mayor 22 70.97% 
Loan agreements that do not have all required signatures 23 74.19% 
Loan agreements not notarized 7  22.58% 
Loan recipients who are current, active employees of the Town 31  100.00% 
Loans Paid in Full 1  3.23% 
Loans with no documentation of the reason for the loan 19 61.29% 

 
 

Based on the Attorney General’s (AG’s) office review, a conclusion cannot be made as to 
whether the employee loan program expressly violates the Delaware Constitution or the 
Middletown Town Charter; however, significant questions about the program’s constitutionality 
and it permissibility under the Charter are raised.  The review addressed the legality of the 
program as administered until its suspension by the Mayor.  The resolutions unanimously 
approved by the Town Council at its July 10, 2006 meeting are clearly intended to permanently 
end the employee loan program by satisfying the indebtedness to the Town through the 
employees’ bank loan proceeds.  It appears the Mayor and Town Council are willing to provide 
employment references to the bank to assist employees in obtaining loans.  Consequently, any 
legal issues related to the employee loan program will likely be rendered moot.
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FINDINGS AND RECOMMENDATIONS 
 

Objective 1 
Determine whether the loans under the loan program were extended and repaid in accordance with 
Town Policies and terms of the loan agreements.  In addition, ensure that loans were extended with 
appropriate sources of funding. 
 
Finding #1 
Town Loan Program Policy (the Policy) states, “If you terminate employment at any time with the 
Town of Middletown before the loan is paid, the loan must be paid back in full”, indicating that the 
entire loan balance must be satisfied upon termination. 
 
However, terms included in the signed loan agreements allow the Town to apply compensation owed 
to the employee to the loan balance and provides a schedule for repayment of the remaining 
outstanding balance (if any) through a series of monthly payments, with the first payment due 15 days 
after employment is terminated. 
 
Recommendation #1 
The Policy is not consistent with the terms of the individual loan agreements.  We recommend that 
the Policy be amended to incorporate the repayment terms included in the loan agreements. 
 
Finding #2 
We noted no formal approval process in place regarding the granting of loans.  Approval of the loan 
is solely at the discretion of the Mayor.  Once he has approved the loan, the formal agreement is 
drafted and signed.  Per Town Policy, the agreement is required to be signed by the employee, Town 
Clerk, and the Mayor and then notarized.  We noted that the Town is not in compliance with their 
own policy regarding signatures on the loan agreement forms.   
 
In addition, we noted that the required signatures on the agreement do not indicate 
approval/authorization.  The Mayor is the only individual granting the approval/authorization for 
loans.  As a result, the loan agreements not signed by the Mayor do not have formal evidence of the 
Mayor's approval of the loan.   We noted that there is no documented limit on the loan amount that the 
Mayor may approve for an individual employee. 
 
We further noted, that although Town Policy requires the Mayor to sign all agreements, there was not 
a signature line for the Mayor to approve the loans on agreements dated prior to March 14, 2006.   
We noted that 23 individuals were extended loans prior to March 14, 2006 and the Mayor did not sign 
the agreements for 22.  The only agreement signed by the Mayor prior to March 2006 was for the 
loan extended to the Town Clerk.   The Mayor did sign the agreements for the 8 individuals granted 
loans subsequent to March 14, 2006. 
 
Recommendation #2 
The Town of Middletown should develop adequate written internal control policies regarding the loan 
program, including controls over the authorization, disbursement, and collections related to the loans.   
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FINDINGS AND RECOMMENDATIONS 
 
Management is responsible for establishing and maintaining internal control to achieve the objectives 
of effective and efficient operations, reliable financial reporting, and compliance with applicable laws  
and regulations.  Written policies and procedures assist management in meeting this responsibility.   
 
In addition, we recommend that authorization of loans be subject to the review and approval of more 
than one individual.  The Town should consider including the Town Council in the authorization and 
review of loans extended under the employee loan program. 
 
Finding #3 
For 19 of the 31 individuals receiving hardship loans, there was no documentation of the reason or 
need for the loan included in the employee’s file.  As a result, there is no formal documentation to 
show the need for the loan extended. 
 
Recommendation #3 
The Town should more formally document loan meetings with the Mayor and the reason or need for 
each loan and maintain such documentation with the loan agreement in the employee’s file. 
 
Objective 2 
Determine whether loans extended under the Town Employee Loan Program were made to 
authorized individuals (i.e. loans were made to employees only and not to Town Council members or 
the Mayor) and were properly approved prior to disbursement. 
 
Finding #4 
We noted that 23 of 31 loan agreements were not properly approved prior to disbursement of funds to 
the employee. 
 
Recommendation #4 
The Town of Middletown should develop adequate written internal control policies regarding the loan 
program, including controls over the authorization, disbursement, and collections related to the loans.  
See further discussion in Recommendation #2 above. 
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DISTRIBUTION OF REPORT 
 
Copies of this report have been distributed to the following public officials: 
 
Executive 
 
The Honorable Ruth Ann Minner, Governor, State of Delaware 
 
Legislative 
 
The Honorable Russell T. Larson, Controller General, Office of the Controller General 
 
Other Elective Offices 
 
The Honorable Carl C. Danberg, Attorney General, Office of the Attorney General 
 
Other 
 
The Honorable Bethany Hall-Long, House of Representatives 
 
The Honorable Kenneth L. Branner, Jr., Mayor, Town of Middletown 
 
Members, Town Council, Town of Middletown 
 
 


